MO00QO01

Medical Care Programs Administration
Department of Health and Mental Hygiene

Operating Budget Data

(% in Thousands)

FY 16 FY 17 FY 18 FY 17-18 % Change
Actual Working  Allowance Change Prior Year
General Fund $2,292,807 $2,561,273 $2,799,017 $237,744 9.3%
Adjustments 0 81,962 -25,070 -107,031
Adjusted General Fund $2,292,807 $2,643,235 $2,773,948 $130,713 4.9%
Special Fund 991,542 938,486 959,737 21,250 2.3%
Adjustments 0 37,900 24,999 -12,901
Adjusted Special Fund $991,542 $976,386 $984,736 $8,350 0.9%
Federal Fund 5,289,860 5,462,960 6,139,707 676,748 12.4%
Adjustments 0 681,538 -120 -681,658
Adjusted Federal Fund $5,289,860 $6,144,498 $6,139,587 -$4,911 -0.1%
Reimbursable Fund 72,866 57,702 75,265 17,564 30.4%
Adjusted Reimbursable Fund $72,866 $57,702 $75,265  $17,564 30.4%
Adjusted Grand Total $8,647,075 $9,821,821 $9,973,537 $151,716 1.5%

Note: Includes targeted reversions, deficiencies, and contingent reductions.

° The fiscal 2018 budget includes an $801.5 million deficiency appropriation for Medicaid
($82.1 million in general funds, $37.9 million in special funds, and $681.5 million in
federal funds). State funding is required primarily to support managed care organization
(MCO) rate increases for calendar 2016 and 2017. Most of the federal funding reflects higher
than anticipated enrollment in the Affordable Care Act (ACA) expansion population
(federal dollars cover 97.5% of costs for this enrollment group in fiscal 2017).

] The adjusted fiscal 2018 allowance grows by $151.7 million, 1.5%, over the adjusted
fiscal 2017 working appropriation. Anticipated growth in enrollment, utilization, rate increases,
and other expenditures are offset by anticipated growth in pharmacy rebates (which reduce
overall costs).

Note: Numbers may not sum to total due to rounding.

For further information contact: Simon G. Powell Phone: (410) 946-5530
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General fund growth is much stronger, $130.7 million, 4.9%, than overall growth. Federal fund
support is estimated to decline by $4.9 million, 0.1%, driven by a reduction in calendar 2017
MCO rates for the ACA expansion population.

The Department of Legislative Services is estimating that the Medicaid program is underfunded
by $55.7 million in general funds in fiscal 2017 and $100.6 million in general funds in

fiscal 2018.

Personnel Data

FY 16 FY 17 FY 18 FY 17-18
Actual Working Allowance Change
Regular Positions 620.00 603.50 603.50 0.00
Contractual FTEs 85.37 137.00 124.36 -12.64
Total Personnel 705.37 740.50 727.86 -12.64
Vacancy Data: Regular Positions
Turnover and Necessary Vacancies, Excluding New
Positions 47.19 7.82%
Positions and Percentage Vacant as of 12/31/16 47.00 7.79%

There are no changes to regular positions in the fiscal 2018 budget. Contractual support falls
by 12.64 full-time equivalents, but is still well above the most recent actual.

The budget vacancy rate, 7.82%, is essentially the current vacancy rate.

The fiscal 2018 budget includes $100,000 for a personnel study. The program has grown in
recent years, but the personnel complement has remained the same. In addition, Medicaid faces
competition for personnel from the federal Center for Medicare and Medicaid Service (CMS),
which is located in Woodlawn. The study is intended to look at the program’s salary and
classification structure.
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Analysis in Brief

Major Trends

Measures of MCO Quiality Performance: In calendar 2015, Maryland MCOs outperformed their peers
nationally on 68.9% of the Healthcare Effectiveness Data and Information Set measures used by
Medicaid to measure MCO performance. Performance improved for virtually all MCOs.

MCO Value-based Purchasing: In calendar 2015, based on MCO performance against 13 selected
measures, the Value-based Purchasing program paid out $11.2 million in incentive payments offset by
only $3.5 million in penalties. The difference will be made up in the fiscal 2017 budget.

Rebalancing: Long-term care services are increasingly being provided in community-based versus
institutional settings. However, year-to-date trends in nursing home bed utilization indicate an increase
in bed use in fiscal 2017 versus 2016. On a per capita basis, bed use is still shrinking for the elderly
but growing among disabled adults.

Issues

Funding Medicaid Will Continue to Be a Significant Challenge Moving Forward. Potential
Changes at the Federal Level Simply Add to That Challenge: Under current law, federal support for
the ACA expansion population falls to 90% over the next few years. At the same time, enhanced
support for the Maryland Children’s Health Program (MCHP) ends in fiscal 2020. Combined with
general growth, Medicaid will become a larger portion of the State general fund budget. Changes at
the federal level may add to the challenge of maintaining the program. Medicaid is already looking to
programmatic changes that improve management of the Medicaid population.

Medicaid Inpatient Admissions, Emergency Department Visits, and Readmissions: Despite the
growth in the Medicaid population in recent years, per capita utilization of inpatient and emergency
department services has fallen. Medicaid readmission rates have also fallen but remain above that of
Medicare and commercial payers.

HealthChoice Section 1115 Waiver Renewal: In July 2016, Medicaid submitted its waiver renewal
application for its HealthChoice waiver. This most recent waiver application represents the
sixth renewal of the waiver since it was originally implemented in July 2007. In December 2016,
Medicaid received approval of its waiver application. Unusually, CMS gave the State a five-year
extension to 2021 instead of the traditional three-year extension. In addition to its existing terms and
conditions, the most recent waiver renewal included several program expansions.

Dual-eligible Beneficiaries: Dual-eligible beneficiaries qualify for both Medicare and Medicaid
services. While dual eligibles make up a relatively small percentage of total Medicaid enroliment, they
consume a disproportionately large amount of services. Medicaid convened a workgroup in 2016 to
explore potential organizational structures to better manage this population. A draft concept paper
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suggests using an accountable care organization structure to provide care coordination for dual-eligible
beneficiaries in the four jurisdictions with the largest population of dual eligibles, with a managed
fee-for-service system elsewhere.

Lead Poisoning: Chapter 143 of 2016 (the fiscal 2017 budget bill) included language withholding
funds pending the receipt of a report concerning lead screening of children in Medicaid. Chapter 143
also included language restricting $500,000 of funding intended for the Rainy Day Fund for the purpose
of lead remediation activities in the homes of Medicaid children with a confirmed elevated blood lead
level of over 10 micrograms/deciliter. Although the Governor chose not to release the $500,000, the
Administration committed to funding the initiative in fiscal 2017. The report and the proposed use of
funding are reviewed.

Senior Prescription Drug Assistance Program: As in fiscal 2017, the fiscal 2018 budget proposes to
use funds from the Senior Prescription Drug Assistance Program (SPDAP) fund to support community
mental health services for the uninsured (in lieu of general funds). In fiscal 2017, the amount included
in the budget would have resulted in a deficit in the SPDAP fund, and ultimately, the amount of funding
had to be reduced. The proposed support in fiscal 2018 also leaves the SPDAP fund with a projected
deficit, albeit smaller and likely manageable.

Recommended Actions

1.  Add language limiting provider reimbursements for that purpose.

2. Add language restricting funding for a managed care rate-setting
study to fund provider reimbursements.

3. Add language restricting funding for 1% of the proposed 2%
community provider and nursing home rate increase to address a
projected shortfall.

4.  Add language authorizing the Governor to process a special fund
budget amendment of $2,850,000 from the Cigarette Restitution
Fund to support Medicaid provider reimbursements.

5. Adopt narrative on progress in connecting individuals
transitioning from the criminal justice system to health care
coverage.

6. Adopt narrative requesting a report to follow up on the
implementation of the recommendations made in a January 2017
report concerning the prevention of lead poisoning in children
enrolled in Medicaid.

Analysis of the FY 2018 Maryland Executive Budget, 2017
4



MO00QO01 — DHMH — Medical Care Programs Administration

7. Adopt narrative requesting a report on recommendations made by
the Department of Health and Mental Hygiene resulting from the
examination of the integration of behavioral and somatic health
services.

8.  Add language establishing the scope of a proposed managed care
rate-setting study, and adding a reporting requirement.

9.  Delete special fund support derived from the Uncompensated $ 10,000,000
Care Fund.

Total Reductions to Fiscal 2017 Deficiency Appropriation $ 10,000,000

Updates

Medical Assistance Expenditures on Abortion: Annual data on spending on abortions for fiscal 2014
through 2016 as well as the reasons for those abortion services provided in fiscal 2016 are summarized.

Federal Managed Care Rules Finalized: Recently finalized rules that must be followed by managed
care programs in Medicaid and MCHP will require some modest changes to the Maryland
HealthChoice program in the next few years.

Federal Audit Settlement: Using fiscal 2016 surplus accrual funding, Medicaid settled a federal audit
claim for $16 million related to claims paid to nursing facilities for communicable disease care services.

Dental Spending: For the fourth consecutive year, spending on dental services delivered through the
dental administrative services organization (ASO) increased. Outcome measures generally improved
for children and covered adults.

Medicaid Enterprise Restructuring Project Litigation: The contract for the Medicaid Enterprise
Restructuring Project was terminated in October 2015 after a long and troubled history. There is
currently ongoing litigation that is summarized.

The Carve-out of Substance Use Disorder Services and the HealthChoice Program: Since
January 2015, substance use disorder services have been carved out of the HealthChoice program and
are now delivered through the behavioral health ASO. The 2016 Joint Chairmen’s Report (JCR) asked
the department to review the initial impact of this change.

Collaborative Care Initiatives: The 2016 JCR asked the department to report on collaborative care
initiatives. These initiatives involve an evidence-based approach to integrating somatic and behavioral
health services in primary care settings.

Analysis of the FY 2018 Maryland Executive Budget, 2017
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Organization of Eligibility Entry Points: The State is embarking on a major upgrade to its information
technology platform for health and human services (the Maryland Total Human Services Information
Network (MD THINK)). In the 2016 session, the legislature requested an independent review of the
organization of eligibility entry points. The purpose of the review was to see if there could be changes
made to the current system to complement the implementation of MD THINK.

Analysis of the FY 2018 Maryland Executive Budget, 2017
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Medical Care Programs Administration
Department of Health and Mental Hygiene

Operating Budget Analysis

Program Description

The Medical Care Programs Administration (MCPA), a unit of the Department of Health and
Mental Hygiene (DHMH), is responsible for administering the Medical Assistance Program
(Medicaid), the Maryland Children’s Health Program (MCHP), the Family Planning Program, the
Kidney Disease Program (KDP), the Employed Individuals with Disabilities Program (EID), and the
Senior Prescription Drug Assistance Program (SPDAP).

MCPA also oversees expenditures for fee-for-service (FFS) Medicaid-eligible community
behavioral health services for Medicaid-eligible recipients. However, for the purpose of this budget
analysis, that funding is excluded from this discussion and is included in the discussion of funding
under the Behavioral Health Administration.

The enrollment distribution of MCPA programs for fiscal 2016 is shown in Exhibit 1.

Exhibit 1
Average Monthly Enrollment for Each Program

In the Medical Care Programs Administration
Fiscal 2016

Maryland Children’s
Health Program

Medicaid 134,932

1,089,648
Family Planning
12,852

Kidney Disease
Program
2,024

Employed
Individuals with
Disabilities Program
815

Source: Department of Health and Mental Hygiene
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Medicaid

Medical Assistance (Title XIX of the Social Security Act) is a joint federal and state program
that provides assistance to indigent and medically indigent individuals. In Maryland, the federal
government generally covers 50% of Medicaid costs. Medical Assistance eligibility is limited to
children, pregnant women, elderly or disabled individuals, low-income parents, and childless adults.
To qualify for benefits, applicants must pass certain income and asset tests.

Individuals qualifying for cash assistance through the Temporary Cash Assistance program or
the federal Supplemental Security Income (SSI) program automatically qualify for Medicaid benefits.
People eligible for Medicaid through these programs comprise most of the Medicaid population and
are referred to as categorically needy. The U.S. Congress has extended eligibility to include pregnant
women and children who meet certain income eligibility standards through the Pregnant Women and
Children Program. Federal law also requires the Medicaid program to assist Medicare recipients with
incomes below the federal poverty level (FPL) in making their coinsurance and deductible payments.
In addition, the State provides Medicaid coverage to parents below 116.0% of the FPL. Effective
January 1, 2014, Medicaid coverage was expanded to persons below 138.0% of the FPL, provided for
in the Affordable Care Act (ACA). In the initial years, the federal government will cover 100.0% of
the costs with this expansion population with the federal match declining ultimately to 90.0%. The
fiscal 2018 federal match for this population is 94.5%. (The most current FPL guidelines are listed in
Appendix 4.)

Another major group of Medicaid-eligible individuals is the medically needy. The medically
needy are individuals whose income exceeds categorical eligibility standards but are below levels set
by the State. People with incomes above the medically needy level may reduce their income to the
requisite level through spending on medical care.

Medicaid funds a broad range of services. The federal government mandates that the State
provide nursing facility services; hospital inpatient and outpatient services; x-ray and laboratory
services; early and periodic screening, diagnosis, and treatment services for children; family planning
services; transportation services; physician care; federally qualified health center and rural health clinic
services; and some nurse practitioner services. The federal government also allows optional services
that Maryland provides and include vision care, podiatric care, pharmacy, medical supplies and
equipment, intermediate-care facilities for the developmentally disabled, and institutional care for
people over age 65 with mental diseases.

Most Medicaid recipients are required to enroll in HealthChoice, which is the name of the
statewide mandatory managed care program that began in 1997. Populations excluded from the
HealthChoice program are covered on a FFS basis, and the FFS population generally includes the
institutionalized and individuals who are dually eligible for Medicaid and Medicare. The breakdown
of program spending by broad service category in Medicaid is provided in Exhibit 2. As shown in the
exhibit, the greatest proportion of funding is being used for capitated payments to managed care
organizations (MCO) through HealthChoice.

Analysis of the FY 2018 Maryland Executive Budget, 2017
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Exhibit 2
Medicaid Program Spending by Service Type
Fiscal 2016
Other
$422,949,543

Nursing Home
$1,161,121,751
14%

Managed Care

Organization

$4,337,659,051
54%

Fee-for-service

$2,139,063,610
27%

Note: Program spending for Medicaid provider reimbursements only. Exhibit excludes spending on the Maryland
Children’s Health Program. The other category includes such things as Medicare Part A/B premium subsidies and
administrative programs.

Source: Department of Health and Mental Hygiene

Maryland Children’s Health Program

MCHP is Maryland’s name for medical assistance for low-income children. The State is
normally entitled to receive 65% federal financial participation for children in this program, although
beginning in fiscal 2016, a temporary enhanced match of an additional 23% is available through the
ACA. Those eligible for the higher match are children under age 19 living in households with an
income below 300% of the FPL but above the Medicaid income levels. MCHP provides all the same
services as Medicaid. A premium of about 2% of family income is required of child participants with
family incomes above 200% of the FPL.
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Family Planning

The Family Planning Program provides medical services related to family planning for women
who lose Medicaid coverage after they were covered for a pregnancy. The covered services include
medical office visits; physical examinations; certain laboratory services; family planning supplies;
reproductive education, counseling, and referral; and tubal ligation. Coverage for family planning
services continues until age 51 with annual redeterminations unless the individual becomes eligible for
Medicaid or MCHP, no longer needs birth control due to permanent sterilization, no longer lives in
Maryland, or is income-ineligible. Chapters 537 and 538 of 2011 extended coverage under the program
to women under 200% of the FPL.

Kidney Disease Program

The KDP is a last-resort payer that provides reimbursement for approved services required as a
direct result of end-stage renal disease (ESRD). Eligibility for the KDP is offered to Maryland residents
who are citizens of the United States or aliens lawfully admitted for permanent residence in Maryland,
diagnosed with ESRD, and receiving home dialysis or treatment in a certified dialysis or transplant
facility. The KDP is State funded.

Employed Individuals with Disabilities Program

The EID extends medical assistance to working Marylanders with disabilities. Also known as
the Medicaid Buy-in, this program lets disabled individuals return to work while maintaining health
benefits by paying a small fee. Individuals eligible for the EID may make more money or have more
resources in this program than other Medicaid programs in Maryland. The services available to EID
enrollees are the same as the services covered by Medicaid. The federal government covers 50% of
the cost for the EID.

Senior Prescription Drug Assistance Program

The SPDAP provides Medicare Part D premium and coverage gap assistance for the purchase
of outpatient prescription drugs for moderate-income (at or below 300% of the FPL) Maryland residents
who are eligible for Medicare and are enrolled in certain Medicare Part D Prescription Drug Plans. The
SPDAP receives $14 million in special funds from a portion of the value of CareFirst’s premium tax
exemption and $4 million, also from CareFirst, for the coverage gap subsidy when CareFirst’s surplus
reaches certain statutory levels.

Performance Analysis: Managing for Results

1. Measures of MCO Quiality Performance

The department conducts numerous activities to review the quality of services provided by
MCOs participating in HealthChoice. One such activity is the review of the Healthcare Effectiveness

Analysis of the FY 2018 Maryland Executive Budget, 2017
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Data and Information Set (HEDIS). In calendar 2015, HEDIS was made up of 80 performance
measures across five health care domains (effectiveness of care, access/availability of care, experience
of care, utilization and risk adjusted utilization, and relative resource use) developed by the National
Committee for Quality Assurance (NCQA) to measure health plan performance for comparison among
health systems. This tool is used by more than 90% of health plans across the country.

For calendar 2015, DHMH chose 48 HEDIS measures for its evaluation of Maryland MCOs.
Of the 48 measures, 2 (flu vaccinations for adults aged 18 to 64 and medical assistance with smoking
and tobacco use cessation) were not included in the external evaluation report prepared for DHMH. In
addition, 2 measures were new for calendar 2015: statin therapy for patients with cardiovascular
disease and statin therapy for patients with diabetes. Data for these new measures will not be reported
until subsequent reports. As some measures have multiple reporting components, in total the external
evaluation uses 85 different components.

Historically, Maryland’s MCOs collectively outperformed their peers nationally. In
calendar 2015, Maryland MCOs outperformed their peers nationally on 68.9% of the HEDIS
components examined by the Department of Legislative Services (DLS), an improvement over
calendar 2014. While the specifics of the HEDIS components being measured are different from year
to year, this improvement was seen for virtually all MCOs. While Riverside Health continues to have
a relatively high number of HEDIS measures below the national HEDIS mean (56.3%), this was still a
marked improvement over calendar 2014.

Exhibit 3 shows the percentage of measures below the national HEDIS mean for those
components for which a national HEDIS mean was available and for which an individual MCO had a
HEDIS score.
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Exhibit 3
Percent of Measurable Components Below National HEDIS Mean
Calendar 2015
60%
50%
40%
30%
20%
10% —
O% T T T T T T T
Riverside Kaiser Amerigroup  UnitedHealthcare MPC MedStar Jai Priority
Health Permanente Family Medical Partners

Choice Systems

HEDIS: Healthcare Effectiveness Data and Information Set
MPC: Maryland Physician Care

Note: Lower scores imply better performance. Of the 85 HEDIS measures used in the analysis, 12 were not applicable to
Kaiser Permanente, 5 to Riverside Health, 4 to Jai Medical Systems, and 2 to MedStar Family Choice.

Source: Department of Health and Mental Hygiene; Healthcare Data Company; Department of Legislative Services

Exhibit 4 shows the percent of components for which each MCO scored above the average
score for all of the HealthChoice MCOs. Here, the higher scores are the better performances. Data is
provided for calendar 2014 and 2015 and includes 101 HEDIS components in calendar 2014 and
85 components in calendar 2015.
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Exhibit 4
Percentage of Each MCO HEDIS Components

Above the Maryland MCO Average
Calendar 2014 and 2015

80%

70%

60% -

50% - r ]

40% A

30% -

20% -

10% -

0% -

Jai Priority Kaiser MPC Amerigroup MedStar UnitedHealthcare Riverside
Medical Partners Permanente Family Health
Systems Choice

E HEDIS Components Above MCO Average 2014 O HEDIS Components Above MCO Average 2015

HEDIS: Healthcare Effectiveness Data and Information Set
MCO: Managed Care Organization
MPC: Maryland Physicians Care

Note: Of the 85 HEDIS measures used in the 2015 analysis, 12 were not applicable to Kaiser Permanente, 5 to Riverside
Health, 4 to Jai Medical Systems, and 2 to MedStar Family Choice.

Source: Department of Health and Mental Hygiene; Healthcare Data Company; Department of Legislative Services
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Comparisons between calendar years are imperfect because of the variance in the data set.
Nevertheless, the following general observations can be made:

° Only two MCOs saw an improvement in the percentage of measures with scores above the
Maryland MCO average between calendar 2014 and 2015 (Priority Partners and Maryland
Physicians Care). Jai Medical Systems and Medstar Family Choice saw no change, with
Jai Medical Systems again having the best overall relative performance.

° One of the new MCOs, Kaiser Permanente, continued to perform well relative to other MCOs,
even as growing enrollment in that plan resulted in relatively more HEDIS measures being
applicable to its performance evaluation. The other relative newcomer, Riverside Health,
continued to struggle relative to other Maryland MCOs. Indeed, only 15% of Riverside Health’s
measures were above the statewide average, down from 19% in the prior year. However, it is
worth reiterating that, as noted above, Riverside Health’s performance relative to national
averages did improve.

Finally, it is also worth noting that Maryland regulation required all MCOs in the program on
January 1, 2013, to be accredited by NCQA by January 1, 2015 (with any MCQOs joining subsequent to
that date given two years to obtain accreditation). NCQA accreditation is based on adherence to
accreditation standards and an analysis of clinical performance and consumer experience. As shown
in Exhibit 5, all of the MCOs in HealthChoice have received NCQA accreditation, with five of the
MCOs achieving more than the basic accreditation status.

Exhibit 5
NCQA Accreditation Status of Maryland MCOs

Accreditation Status MCOs
Excellent Jai Medical Systems
Commendable Amerigroup

Maryland Physicians Care
Medstar Family Choice
Priority Partners

Accredited Kaiser Permanente

Riverside Health
UnitedHealthcare

MCO: managed care organization
NCQA: National Committee for Quality Assurance

Source: Department of Health and Mental Hygiene; Healthcare Data Company; Department of Legislative Services
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2. MCO Value-based Purchasing

The department uses the information collected through quality assurance activities in a variety
of ways. Of particular interest is value-based purchasing (VBP). VBP is a pay-for-performance effort
with the goal of improving MCO performance by providing monetary incentives and disincentives.
For calendar 2015, 13 measures were chosen for which DHMH sets targets. These were the same
measures in place for calendar 2014: adolescent well care, 2 ambulatory care visit measures for certain
children and adults, 2 immunizations measures for certain age groups, early childhood lead screenings,
postpartum care, well-child visits for certain children, adult body mass index assessment, breast cancer
screening, comprehensive diabetes care, controlling high blood pressure, and medication management
for people with asthma.

MCOs with scores exceeding the target receive an incentive payment, while MCOs with scores
below the target must pay a penalty. There is also a midrange target for which an MCO receives no
incentive payment but neither does it pay a penalty. Similarly, plans that do not have a sufficient
population (30 participants) for any particular measure cannot earn an incentive or be penalized.
Incentive and penalty payments equal up to one-thirteenth of 1% of total capitation paid to an MCO
during the measurement year per measure, with total penalty payments not to exceed 1% of total
capitation paid to an MCO during the measurement year. The penalty payments are used to fund the
incentive payments. If collected penalties exceed incentive payments, the surplus is distributed in the
form of a bonus to the four highest performing MCOs. The results of the calendar 2015 VBP (the most
recent available data), including penalty and bonus distributions, are shown in Exhibit 6.

In all, there were 49 incentive payments against 31 disincentive payments. As for the
calendar 2014 program, the amount of funding to be paid out in incentives was actually above the level
of disincentives collected. In total, $11.2 million in incentives are owed, with collections of
$3.5 million, leaving a shortfall of $7.7 million. The department indicates that it will cover the shortfall
to ensure that all MCOs eligible for payments receive their full payment.

Analysis of the FY 2018 Maryland Executive Budget, 2017
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Results of Value-based Purchasing
Calendar 2015
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It is interesting to note:

° For the second year in a row, UnitedHealthcare and Riverside Health are net payers. For
UnitedHealthcare, this is now the fifth consecutive year of poor performance relative to the
three other large MCOs and also the fifth consecutive year where it has been the highest payer
of disincentives ($3.25 million).

] While Riverside Health continues to struggle in VBP, compared to the prior year, its
calendar 2015 results can nonetheless be construed as an improvement — it owed disincentives
on seven measures instead of eight, and it earned incentives on four measures as opposed to
zero. When combined with other performance data that is available, while there is clearly room
for significant improvement, plan performance was still better in calendar 2015 than in 2014,

Medicaid has been reviewing the VBP, assessing whether to change measures. In
February 2017, they proposed the following changes to the program for next year to return to 10 total
measures: the elimination of adult body mass index assessment, childhood immunization status, and
immunizations for adolescents; the replacement of one particular comprehensive diabetes care with
another; and one well child visit measure for children ages 3 to 6 offset by the addition of another
measure for children in the first 15 months of life.

3. Rebalancing

In the past few fiscal years, the Medicaid program has devoted considerable effort to
rebalancing long-term care services away from institutional care (nursing homes) to community-based
settings. Much of this effort has been underwritten by the availability of enhanced federal funding in
the ACA, including the Balancing Incentive Payment Program (enhanced funding which ended in
fiscal 2016) and the Community First Choice (CFC) program. As shown in Exhibit 7, the slight
deterioration in the percentage of individuals receiving long-term care in a community-based setting in
fiscal 2015 has been redressed in the fiscal 2016 numbers. The department attributes this to strong
growth under the CFC program and expects that growth to continue.

Similarly, trends in the actual use of nursing homes by Medicaid recipients are also generally
positive. Exhibit 8 details trends in nursing home bed-days among the two largest Medicaid user
groups of nursing home care — the elderly and disabled adults (combined using 99.4% of
Medicaid-funded nursing home bed-days).
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Exhibit 7
Medicaid Beneficiaries Receiving Long-term Care

By Community-based and Institutional Care
Fiscal 2012-2017 Est.
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= 477% | 50%
o 45.2% ||
2 30,000 - 42.3% 43.0% 42.7% —_
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o - 10%
©
T 5,000 -
O T T T T T O%
2012 2013 2014 2015 2016 2017 Est.
== Individuals Served in Institutional Care C—Individuals Served in Community-based Care

== Receiving Community-based Care

Note: Data is as reported in the first month of the fiscal year. This chart includes data for the Medical Care Programs Administration
only. Long-term care funded by Medicaid is also provided through the Developmental Disabilities Administration. The data noted in
the exhibit restates data for prior years compared to prior analyses. The numbers are slightly different but the trends are consistent.

Source: Department of Health and Mental Hygiene

Analysis of the FY 2018 Maryland Executive Budget, 2017
18



MO00Q01 — DHMH — Medical Care Programs Administration

Exhibit 8
Nursing Home Utilization

Elderly and Disabled Adult Medicaid Beneficiaries
Fiscal 2012-2017 YTD
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C—JElderly Bed-days = Disabled Adult Bed-days
—+=—FE|derly Bed-days Per Capita =m=Disabled Adult Bed-days Per Capita
YTD: year to date through January 2017
Source: Department of Health and Mental Hygiene; Department of Legislative Services
As shown in the exhibit:
° Although the number of elderly and disabled enrollees has increased by 3.6% between

fiscal 2012 and 2017 year to date, the number of nursing home bed-days has declined by 0.4%
in the same period.

U The total number of bed-days fell between fiscal 2015 and 2016 but is projected to increase
slightly in fiscal 2017 based on current utilization. Growth is stronger for disabled adults (1.0%)
than the elderly (0.6%). Long-term trends exhibit a similar disparity, with a growth in disabled
adult bed-days of 2.3% between fiscal 2012 and 2017 year to date compared to a drop of 1.3%
for the elderly.
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° On a per capita basis, the decline of utilization by the elderly persists in both the short and long
term (0.7% between fiscal 2016 and 2017 year to date and 10.7% between fiscal 2012 and 2017
year to date).

° However, per capita utilization by disabled adults is increasing over the same time periods,

1.6% between fiscal 2016 and 2017 year to date and 0.9% between fiscal 2012 and 2017 year
to date. In fiscal 2014 and 2015, the enrollment data for disabled adults was suspect, likely
overstating actual enrollment and, therefore, artificially reducing per capita utilization. This
problem appears to have been resolved for fiscal 2016 and 2017, which would indicate that the
trends in higher nursing home use by disabled adults are real.

The department has not been able to identify the cause of the trends in higher overall nursing
home bed utilization. However, to the extent that the trends in nursing home spending have been
beneficial to the overall budget in recent years, understanding what is driving increased utilization is
important. Certainly, the observable trend in nursing home utilization is putting pressure on the current
fiscal 2017 and proposed fiscal 2018 budgets.

It should also be noted that one of the current policy initiatives being pursued by Medicaid is to
increase management of the dually eligible (see Issue 4 for more details). If and when that initiative is
implemented, it should provide a tool for the management of that population, which results in
constraining nursing home costs.

Fiscal 2017 Actions

Proposed Deficiency

As shown in Exhibit 9, there is an $801.5 million total fund deficiency in the Medicaid
program:

Exhibit 9
Medicaid Fiscal 2017 Deficiencies
General Special Federal Total

Funds Funds Funds Funds
Provider Reimbursements $87,100,000 $37,900,000 $681,163,295 $806,163,295
Autism Spectrum Disorder Services -5,413,295 0 0 -5,413,295
Managed Care Contract Study 375,000 0 375,000 750,000
Total $82,061,705 $37,900,000 $681,538,295 $801,500,000

Source: Department of Health and Mental Hygiene; Department of Legislative Services
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Funding for provider reimbursements totals almost $806.2 million. Additional State funding is
needed primarily to support calendar 2016 MCO mid-year rate adjustments (3.7%) and
calendar 2017 rates. Although the calendar 2017 increase is only 1.1%, traditional Medicaid
enrollment categories increase by over 4.0%. The large increase in federal funds recognizes the
significant growth in the ACA expansion population (currently over 291,000) compared to the
budgeted enrollment of 222,000.

There is a $5.4 million reduction in general fund support for autism spectrum disorder services
(specifically to expand coverage for applied behavioral analysis). Funding for this service was
added in fiscal 2017 with coverage beginning January 1, 2017. The reduction is based on
expectation of initial take-up of the services.

The deficiency include $750,000 for a consultant study of the MCO rate-setting process. An
additional $750,000 is included in fiscal 2018. More detail on this study is provided in Issue 1.

Of the $37.9 million in added special funds, $22.9 million is from available fiscal 2016 Cigarette
Restitution Fund (CRF) fund balance. That balance was higher than anticipated based on the
final settlement payment related to the 2003 sales year arbitration and subsequent court ruling.
Of this amount, $20.0 million was to backfill for a November 2016 Board of Public Works
(BPW) action (see below). An additional $5.0 million in special funds is available based on
higher than anticipated Rate Stabilization Fund revenues.

The remaining $10.0 million is derived from the fund balance of the Uncompensated Care Fund.
The Uncompensated Care Fund is managed by the Health Services Cost Review Commission
(HSCRC) and operates as a pass-through account — taking in payments from hospitals with low
levels of uncompensated care and redistributing that funding to hospitals with higher levels of
uncompensated care. In fiscal 2017, for example, payments into the fund are expected to total
$111.0 million, with payments out amounting to $115.8 million, the difference being offset by
modest interest income and by spending down the reserve that HSCRC keeps in the fund. That
reserve ensures that there is always an adequate amount of funding to make disbursements.
Typically, HSCRC likes to have a two month reserve.

The proposed use of the fund to cover Medicaid expenses raises a number of issues:

o Statute limits the use of funds generated by the commission to finance the reasonable
costs of hospital uncompensated care to be used only to finance the delivery of hospital
uncompensated care. The Budget Reconciliation and Financing Act (BRFA) of 2017
does not contain a provision to expand the use of these funds and advice from the Office
of the Attorney General (OAG) indicates that the proposed use of funds for Medicaid
does not comply with current statute.

o HSCRC includes in its hospital rates an amount for uncompensated care. That rate is
the same for all hospitals with the commission using the Uncompensated Care Fund to
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equalize the amount hospitals actually receive for uncompensated care based more on
actual experience. Diverting funds away from this purpose essentially takes money
away from hospitals that have made contributions into the fund with the expectation that
it is to be redistributed to other hospitals as provided for in law. It also means that some
hospitals are paying relatively more than others to support Medicaid, unlike the
Medicaid Deficit Assessment, which is a uniform assessment.

J HSCRC’s management of the account provides for a two-month reserve so as to manage
any issues with cash flow. The estimated fiscal 2017 ending balance is $12.4 million.
If $10.0 million is transferred to Medicaid, the estimated ending fund balance of
$2.4 million would be equivalent of one week of reserve.

For these reasons, DLS recommends eliminating the $10 million in special funds from the
Uncompensated Care Fund.

Cost Containment

On November 2, 2016, BPW reduced the fiscal 2017 appropriation of the Medicaid program by
$20,820,000 in general funds. Of this amount:

° $20 million was in provider reimbursements and represented a fund swap with special funds
expected from the CRF (and recognized in the fiscal 2017 deficiencies as noted above).

] $820,000 was from the KDP based on a revised estimate of program utilization.

Section 20 Position Abolitions

Section 20 of Chapter 143 of 2016 (the fiscal 2017 budget bill) contained an unspecified
reduction of 657 vacant regular positions as well as a funding reduction of $20 million in general funds
and $5 million in special funds. As implemented, Medicaid saw a reduction of 16.5 full-time equivalent
regular positions and a reduction of $104,846 ($104,280 general funds and $566 special funds).

Fiscal 2016 Carryover Analysis

At the end of each fiscal year, Medicaid accrues remaining funds to pay for Medicaid bills
received in the following fiscal year but which are charged back to the prior year. That accrual can
also be used to cover other expenses. For example, the fiscal 2016 accrual has been used to cover prior
federal audit claims totaling $16 million (see Update 3 for more detail). Given these one-time charges,
it is more difficult to estimate whether the fiscal 2016 accrual is adequate or otherwise. Based on data
through January 2017, depending on the criteria used for estimating payments to be made in the next
five months, the surplus/deficit from the accrual is likely to be insignificant.
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Proposed Budget

As shown in Exhibit 10, the adjusted fiscal 2018 allowance for Medicaid increases by
$151.7 million, 1.5%, over the adjusted fiscal 2017 working appropriation. As also shown in the
exhibit, this growth is driven by the increase in general funds, $130.7 million, 4.9%. As will be
discussed throughout the analysis of the budget, the relative growth in general funds reflects the
differential impact of program changes on the different enrollment groups covered by Medicaid; groups
which have different federal medical assistance matching percentages (FMAP). The budget also makes
a number of assumptions that result in DLS estimating that both the fiscal 2017 and 2018 budgets are
underfunded, by $55.7 million and $100.6 million in general funds, respectively.

Exhibit 10

Proposed Budget
DHMH — Medical Care Programs Administration
($ in Thousands)

General Special Federal Reimb.
How Much It Grows: Fund Fund Fund Fund Total
Fiscal 2016 Actual $2,292,807  $991,542 $5,289,860 $72,866 $8,647,075
Fiscal 2017 Working Appropriation 2,643,235 976,386 6,144,498 57,702 9,821,821
Fiscal 2018 Allowance 2,773,948 984,736 6,139,587 75265 9,973,537
Fiscal 2017-2018 Amount Change $130,713 $8,350 -$4,911 $17,564  $151,716
Fiscal 2017-2018 Percent Change 4.9% 0.9% -0.1% 30.4% 1.5%
Where It Goes:

Personnel Expenses -$1,133
Miscellaneous adjuStMENES ...........ccvviveieiece e e $226
Other fringe benefit adjustments ..........coveciie i -148
Retirement contributions, including $190,000 reduction contingent on the

Budget Reconciliation and Financing Act of 2017 ..........ccccoceei e -358
Employee and retiree health inSUraNCe ...........ccceeevviie i -852

Provider Reimbursements $143,819
ENTOIIMENT .ottt ettt e ettt e et e e e e e et e eeneeeneaeeans $202,447
Rate assumptions (see EXhibit 15)........cccocviiiiiiiiniie e 83,628
Fee-for-service UtIHZatioN..........oocveiii et 31,338
Medicare Part A & B premiums (increase driven primarily by Part B

PIEMIUM COSES) ..viviiiieieiieieie sttt 28,695
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Where It Goes:

Medicare Part D clawback payment............cccccoveiiiiiiiiicic e 22,190
School-based services, alignment to most recent actual (reimbursable fund

L= (ST SR 16,408
Nursing home COSt SELIEMENTS ........ccvivieiiiiciece e 13,551
Hepatitis C payments to managed care organizations ...........c.cceccevvvvvennenn 7,374
Medicaid Management Information System and other systems contracts.. 4,754
Hospital presumptive eligibility for inmates (see Issue 3 for additional

0121 T ) SRR 3,000
ULHIZALION FEVIBW ..ottt st 2,747
Prior year grant aCtiVIty ..........ccceoveriiineie e 2,240
Community First Choice administrative CoStS ONlY........cccccovcvviviveviviinnnns 1,687
Money FOIOWS the PEISON ........cccoiiiieiiiiee e 1,494
Health information technology payments (federal funds only).................. -3,149
Federally Qualified Health Centers supplemental payments...................... -3,282
Waiver enrollment and eligibility SEIVICES.......cccvvvvveevievie e, -7,670
Autism spectrum disorder transfer of funding to behavioral health

AAMUNISIIALION ...vveieeicetiee e e r e s s sabe e e s sareas -7,977
Maryland Children’s Health Program ...........cccoccviiieviiicic s -8,353
Hospital presumptive eligibility (align to actual) ...........ccccccoevvveviieinennnne, -8,520
Pharmacy rehates..........ccveviiiie e e e -238,782

Information technology $12,622

Major Information Technology Projects (see appendix 2). The proposed
enhancements concerning the transfer of DDA functionality to the Long
Term Supports and Services system appears to be facing delay............ $10,893

Testing experience and functional tools grant to enhance survey tools and
personal health records for community-based long-term support services

(federal fUNAS ONIY) ....ccveiiiieecc e 1,729
@1 [T OO RO -3,593
Total $151,716

DDA: Developmental Disabilities Administration
DHMH: Department of Health and Mental Hygiene

Note: Numbers may not sum to total due to rounding.
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Special Fund Support

The fiscal 2018 budget includes $8.4 million higher special fund support than assumed for
fiscal 2017 after adjusting for deficiencies and contingent actions. Most significantly, contingent on
the BRFA of 2017, the fiscal 2018 budget recognizes a one-year delay in the statutory reduction to the
Medicaid Deficit Assessment. This assessment was imposed on Maryland hospitals to support the
Medicaid program during the last recession. After it had been in place for a number of years, a
mechanism was put in place in the BRFA of 2014 to gradually reduce the assessment. The BRFA of
2015 delayed the reduction in the assessment based on the methodology enacted a year earlier and also
replaced the savings methodology with a simple reduction of $25.0 million over the prior year
appropriation of the Medicaid deficit assessment. The fiscal 2017 budget was the first year to contain
a reduction in the Medicaid deficit assessment, from $389.8 million to $364.8 million. The proposed
one-year delay in the assessment reduction keeps the assessment funding level at $364.8 million in
fiscal 2018.

In addition to the Medicaid deficit assessment, Medicaid relies on a number of other significant
special fund revenues. In the fiscal 2018 budget, some questions can be raised about whether the
projected amounts will be attained from one source. Specifically, the budget assumes $16 million in
CRF support as a result of success in the arbitration proceedings concerning nonparticipating
manufacturers for sales year 2004. This funding will only be available if the State is successful (it lost
the arbitration ruling for sales year 2003) and if the arbitration ruling is made so as to allow payments
recovered from escrow prior to April 2018. Similar assumptions around CRF support have been made
on several occasions by the current and prior Administrations, often resulting in subsequent deficiency
appropriations.

However, assumption of revenue from the Health Care Coverage Fund in fiscal 2018 appears
to be low. Support for this fund is derived from a 1.25% assessment on regulated hospital net patient
revenue. The budget assumes revenues of $175.6 million in fiscal 2018 (the same as now anticipated
in fiscal 2017). HSCRC indicates that it expects the assessment to be somewhat higher at
$180.9 million.

Assuming the CRF and Medicaid deficit assessment funding is available, the DLS estimate of
special fund availability in fiscal 2018 is actually $4.6 million above that budgeted.

Enrollment

As shown in Exhibit 11, the budget assumes enrollment in Medicaid and MCHP will grow to
1.38 million in fiscal 2018, up from 1.31 million in fiscal 2017 year to date. A number of points can
be made from this exhibit:

U After declining between fiscal 2015 and 2016 (only the second time this century year-over-year
enrollment has dropped) due to the impact of redetermination, specifically the movement of
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income-based enrollees between eligibility determination systems, enrollment growth in
fiscal 2017 year to date has already surpassed the previous high enrollment mark.

° Fiscal 2017 year-to-date enrollment is also well over the 1.24 million enrollees anticipated in
the fiscal 2017 budget. Growth has been particularly strong in the ACA expansion population,
currently averaging a monthly enroliment of almost 280,000, well over the fiscal 2017 budgeted
estimate of 222,000.

° While the fiscal 2018 budget assumes enrollment growth of 5.5% over fiscal 2017 year to date,
growth in the traditional Medicaid enrollment categories that have a regular 50.0% FMAP is
expected to be much lower (3.9%) compared to those enrollment categories with the enhanced
FMAP (MCHP 5.3% and ACA Expansion 10.6%).

Exhibit 11
Medicaid and MCHP Enrollment
Fiscal 2015-2018 Allowance
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W Traditional Medicaid (Excluding MCHP) OMCHP  OACA Expansion
ACA: Affordable Care Act
MCHP: Maryland Children’s Health Program

YTD: year to date through January 2017

Source: Department of Health and Mental Hygiene; Department of Legislative Services
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The DLS enrollment estimate for fiscal 2017 assumes continued growth, albeit modest, to
1.33 million. It is anticipated that most of the growth will be in the ACA expansion population. The
DLS enrollment estimate for fiscal 2018 is slightly higher than that forecast in the budget but only
slightly — 1.39 million versus 1.38 million. Of that difference, half is in the enhanced match groups
(ACA expansion and MCHP) with half in traditional Medicaid.

Enrollment Mix Is Favorable to the State Budget

The budget assumption that enroliment growth is more likely in categories with an enhanced
match is supported by the change in the mix of enrollees in Medicaid in the past two years. Exhibit 12,
for example, compares the enrollment of income-based Medicaid recipients (excluding such categories
as elderly and disabled for example) from the high enrollment point of March 2015 (immediately prior
to the redetermination problems of 2015) to a low point in December 2015 and then to January 2017.
Specifically, it compares enrollment of adults and children, and also distinguishes between those in the
traditional enrollment categories with a 50% FMAP and those in the enhanced FMAP categories.

Exhibit 12

Medicaid and MCHP Enrollment
March 2015, December 2015, and January 2017

Change % Change
March  December  January March 2015to0  March 2015 to
2015 2015 2017 January 2017 January 2017

Income-based Adults

Traditional 242,313 200,156 218,659 -23,654 -9.8%
ACA Expansion 260,190 231,484 295,352 35,162 13.5%
Income-based Children

Traditional 458,582 407,377 451,786 -6,796 -1.5%
MCHP 129,908 133,792 143,669 13,761 10.6%

ACA: Affordable Care Act
MCHP: Maryland Children’s Health Program

Source: Department of Health and Mental Hygiene; Department of Legislative Services

As shown in the exhibit;

° Enrollment of both adults and children has rebounded from the issues surrounding
redetermination to surpass the enrollment levels of March 2015.
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] However, in both instances, enrollment in the traditional categories remains well below that of
March 2015, with significant growth in the enhanced FMAP enrollment categories. Itis unclear
if this points to the State’s relatively strong economic position, an issue with the original
enrollment classifications, or both.

° It is also worth noting that some growth in the ACA expansion population is due to the

miscategorization within the disabled adult population. The disabled adult population reached
a high of over 109,000 enrollees in January 2015. As many as 6,000 of these enrollees were
likely miscategorized as disabled in the initial enrollment process under the ACA. In addition,
a number of individuals who, in the past, may have sought Medicaid eligibility through
disability now qualify under the ACA expansion population category and may not pursue a
disability determination. In any event, the disabled adult enrollment has fallen below 100,000.

More Medicaid Enrollees Are Being Enrolled in Managed Care

Total enrollment in MCOs, which reached over 1.1 million in February 2015 before falling to

as low as 979,000, has now grown to 1.12 million, as shown in Exhibit 13.

Exhibit 13

Managed Care Organization Enrollment
October 2013 to January 2017
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87%

85%

83%

81%

79%

77%

75%

Juadiad

Analysis of the FY 2018 Maryland Executive Budget, 2017

28



MO00Q01 — DHMH — Medical Care Programs Administration

temporary use of FFS prior to regaining MCO coverage likewise increased.

As shown in Exhibit 14, in fiscal 2017, there has been a move to greater enrollment in MCOs
versus FFS utilization with this growth in MCO enrollment.
fiscal 2017 over 2016 is largely explained by the fact that the fiscal 2016 MCO utilization number was
low because of the issue surrounding redetermination in that year. Specifically, the extent of Medicaid
enrollees who were disenrolled from Medicaid before subsequently rejoining rose significantly and

The growth in MCO utilization in
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Exhibit 14
Medicaid Enrollment

Fee-for-service: Managed Care Organization Mix
Fiscal 2013-2018 Allowance

79.7%) 81.8% 81.4% 80.9% 33.5% 85.1%
20.3% 18.2% 18.6% 19.1% 16.5% 14.9%
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YTD: year to date

Source: Department of Health and Mental Hygiene; Department of Legislative Services
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enrollment mix toward income-based enrollees who are required to enroll in HealthChoice.
Additionally, DHMH also believes that the increased use of auto-enrollment when individuals have to
undergo redetermination (i.e., automatic reenrollment provides a search of various income databases
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to affirm the individual is still eligible for Medicaid) has also tended to limit churn and, therefore, FFS
utilization.

The fiscal 2018 budget assumes that the shift toward MCO enrollment exhibited in fiscal 2017
will continue, increasing from 83.5% in fiscal 2017 year to date, reaching 85.1% of all Medicaid
enrollees (excluding MCHP). This would be the highest level in the last decade. DLS agrees that the
shift to MCO enrollment will continue in fiscal 2018 but only to 84.0% (which would also still be the
highest level in the past decade). While this difference between MCOs and FFS utilization is modest,
it can have a significant impact on overall Medicaid expenditures, as coverage through MCOs is
cheaper than in FFS.

Rate Assumptions

As shown in Exhibit 15, the fiscal 2018 budget contains $83.6 million in rate assumptions. A
number of points can be made from the exhibit:

Exhibit 15
Medicaid Rate Assumptions
Fiscal 2018
($ in Millions)

Service Total Funds
Pharmacy (4.31%) $24.2
Nursing Homes (2.0%) 234
Managed Care Organization (1.1%) 14.0
Inpatient and Outpatient (1.87%) 111
Community First Choice (2.0%) 5.3
Medical Day Care (2.0%) 2.4
Private Duty Nursing (2.0%) 2.1
Home- and Community-based Services (2.0%) 0.5
Physicians (Evaluation and Management Codes Only 1.5%) 0.4
Personal Assistance (2.0%) 0.2
Total $83.6

Note: Physician fee increase is for fee-for-service only.

Source: Department of Health and Mental Hygiene; Department of Legislative Services
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° Discretionary provider rates generally increase by 2.0%, consistent with provider rate increases
throughout the Governor’s budget.

] Physician evaluation and management rates increase to maintain rates at 94.0% of Medicare
rates. During the fiscal 2017 budget deliberations, the legislature restricted funding in the
Reserve Fund to be used, among other things, to raise evaluation and management rates to
96.0% of Medicare rates. Although the Governor chose not to use any of the restricted funding,
he did agree to increase evaluation and management rates to 94.0% of Medicare effective
October 1, 2016.

° The budget assumes inpatient and outpatient rates will increase by 1.87%, the same percentage
as assumed in the fiscal 2017 budget. That percentage was set before HSCRC adopted its update
factor for fiscal 2017. The actual fiscal 2017 update factor was set in two installments: 2.16%
for the first six months, and 3.28% for the second six months, averaging to 2.72%.

] Managed care rates increase by 1.1% in calendar 2017. However, it is important to note that
rates for traditional enrollment categories increase by an estimated 4.2%, while rates for the
ACA expansion population decrease by 6.1%. This can be particularly important for those
MCOs with a disproportionate share of enrollees who are in the ACA expansion eligibility
group. For example, the three smallest MCOs — Jai Medical Systems, Kaiser Permanente, and
Riverside Health — all have over 40.0% of the membership in this eligibility group, and the next
smallest, Medstar Family Choice, has over one-third. By way of contrast, the four largest MCOs
have no more than 25.0% of their enrollment in that category.

° The total general fund impact of the rate changes is $99.5 million offset by an overall decline
in federal funds of $15.9 million. The decline in federal funds reflects the differing MCO rate
impact by eligibility group.

MCO Rates

The calendar 2017 1.1% rate increase came after a somewhat turbulent rate-setting year in
calendar 2016. After reaping significant profits in calendar 2014 and experiencing significant losses
in calendar 2015, the initial calendar 2016 rate increase was set at 5.9%. This rose to 7.3% when the
Administration provided an unprecedented increase during the budget deliberations. After session, a
mid-year rate adjustment added an additional 3.7%, taking the overall rate increase to 11.0%, the largest
rate increase in recent years (see Exhibit 16).
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Exhibit 16
Managed Care Organizations

Profit Margins and Rates
Calendar 2010-2017

12%

10%

8%

6% -

4% A

2% -

0% -

2% L

-4%

-6%

-8%

2010 2011 2012 2013 2014 2015 2016 2017

mmm Profit Margin —Rate Increase e Target Margin

Note: Calendar 2010 through 2014 are actuals, calendar 2015 is a preliminary actual, calendar 2016 is a final projection,
and calendar 2017 is an initial projection.

Source: Hilltop Institute

As also shown in Exhibit 16, after the significant profits enjoyed in calendar 2014
($246.9 million), the preliminary actual losses expected in calendar 2015 total $263.6 million, the worst
performance in the history of the HealthChoice program. Final projections for the most recent calendar
year appear to show a rebound, with the program hitting its target profit margin. The initial projections
for calendar 2017 (made in the fall of 2016) show modest losses.

Analysis of the FY 2018 Maryland Executive Budget, 2017
32



MO00Q01 — DHMH — Medical Care Programs Administration

With the announcement of a calendar 2017 increase of 1.1%, participation in the HealthChoice
program remains stronger in terms of the number of providers open for enrollment. Under federal rules,
the HealthChoice program requires a choice of at least two MCOs in any jurisdiction, unless a region
has been officially defined as a rural area. As shown in Exhibit 17, every jurisdiction has at least
three MCOs open for enrollment. Detailed MCO coverage is included in Appendix 3.

Exhibit 17
Managed Care Organizations Open for Enrollment by Jurisdiction
Calendar 2017
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Source: Department of Health and Mental Hygiene; Department of Legislative Services

Compared to calendar 2016, three jurisdictions have more MCOs open for enrollment in
calendar 2017; Anne Arundel, Carroll, and Cecil counties. Only one jurisdiction has fewer MCOs open
for enrollment, Prince George’s County, although there are still six MCOs accepting new enrollees. It
should also be noted that Medicaid has announced that another provider is actively seeking to join the
HealthChoice program and is currently going through the application process with a view of opening
in late 2017.
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Utilization Trends

The one area of the proposed budget that seems strikingly out of line with current expenditure
trends through the first half of fiscal 2017 is inpatient spending. Spending on inpatient services forms
the largest part of Medicaid’s overall expenditures. As shown in Exhibit 18, spending on inpatient
services (managed care and FFS) was $1.46 billion in fiscal 2009 climbing to $1.77 billion in
fiscal 2015. However, while total spending increased over the period, as also shown in Exhibit 18, per
capita spending on inpatient services fell steadily from fiscal 2009 through 2014, before increasing
slightly in fiscal 2015 (the first full year of Medicaid expansion under the ACA).

Exhibit 18

Medicaid Inpatient Total and Per Capita Spending
Fiscal 2009-2015
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Source: Department of Health and Mental Hygiene; Hilltop Institute; Department of Legislative Services

The decline in per capita spending at least through fiscal 2014 likely reflects a variety of things:

] During the same time period, concern over the old Medicare waiver test restrained hospital
rates.
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] Although there was a significant increase in enrollment between fiscal 2009 and 2012
(beginning in 2009 with the new State expansion population followed by the recession), the

new enrollees were relatively healthy and lower users of inpatient care.

° This point about the relative acuity of the newer enrollees seems to be confirmed by looking at
the number of enrollees using inpatient services. As shown in Exhibit 19, after increasing
slightly between fiscal 2009 and 2010, the absolute number of enrollees using inpatient services

fell even as total enrollment grew.

Exhibit 19
Medicaid Inpatient Utilization

Number and Percentage of Total Enrollment
Fiscal 2009-2015
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] Similarly, as will be discussed in more detail in Issue 2, the rates of inpatient admissions,
emergency department (ED) visits, and readmission rates have fallen.

It should also be noted that although the ACA expansion population drives up inpatient
spending after fiscal 2014, trends in inpatient spending among the traditional FFS population
(excluding the ACA expansion and MCHP) continued to fall through fiscal 2016 both in absolute dollar
terms as well as on a per capita basis. Indeed, an important assumption underpinning the fiscal 2018
Medicaid budget is that FFS inpatient spending will continue to trend down. In the traditional Medicaid
program, for example, the budget assumes expenditures of $292.0 million compared to an estimated
$419.0 million in fiscal 2016, a general fund savings of $63.5 million.

However, as shown in Exhibit 20, based on fiscal 2017 year-to-date spending, fiscal 2017
inpatient expenditures on the traditional Medicaid populations appear to be on track to total
$496.7 million. What is strange about projected fiscal 2017 expenditures on inpatients is that is that it
clearly runs counter to recent trends. The importance of this change in trend is that is one of the
two significant determinants as to whether the Medicaid budget in fiscal 2017 and 2018 is reasonably
whole or significantly underfunded.

Medicaid indicates that there have been no programmatic changes that would account for
change in trend. However, there is a data issue that has impacted inpatient expenditures. Specifically,
in mid-fiscal 2016, Medicaid changed its utilization review contractor (the company responsible for
reviewing, among other things, fee-for-service inpatient expenditures). During the transition, there
were issues that were causing slow payment of bills and requiring advance payments to hospitals and
subsequent reconciliation.

The upshot is that fiscal 2016 expenditures appear to only have 11 months of charges, while
2017 expenditures have 13 months. As a result, fiscal 2016 expenditures (used as the basis for the
development of the fiscal 2018 budget) are too low. Fiscal 2017 expenditure levels are actually too
high as DHMH was able to charge some of the fiscal 2016 claims against its fiscal 2016 accrual. Thus,
those costs need to be discounted in order to project fiscal 2018 expenditures.

However, even when discounting for this accounting oddity, there does seem to be a genuine
change over the prior year trends. Specifically, the significant reductions seen in prior years appear to
have leveled off. As a result, DLS believes that the fiscal 2018 allowance in this area is underfunded.
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Exhibit 20

Traditional Medicaid Fee-for-service Inpatient Expenditure Trends
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Pharmacy Rebates

As noted in Exhibit 10, the most significant dampener on Medicaid growth in the fiscal 2018
budget is the increase in pharmacy rebates. The higher the level of rebates, the greater the savings to
the Medicaid budget. As noted above, savings in the Medicaid program (excluding MCHP) are
expected to increase by $238.8 million in fiscal 2018 over the fiscal 2017 working appropriation. Of
this amount, $54.6 million is additional general fund savings, and $184.2 million is additional federal
fund savings.

As shown in Exhibit 21, the total growth in pharmacy rebates between fiscal 2017 and 2018 is
exaggerated by the fact that rebates anticipated in the fiscal 2017 working appropriation are much lower
than what can be realistically expected. The fiscal 2017 budget was developed from the most recent
actual rebates collected (fiscal 2015). However, as shown in Exhibit 21, rebates grew sharply between
fiscal 2015 and 2016, $108 million, 23.3%.

Based on rebates through the first six months of fiscal 2017, DLS is estimating higher total
levels of rebates in fiscal 2017, $570.8 million, than budgeted ($499.8 million). This should not be
overly surprising given the higher level of actual enrollment in fiscal 2017 compared to the budget.
However, as noted above, that enrollment has been predominantly in populations with an enhanced
federal match. Based on current data, general fund savings from pharmacy rebates appear to be about
$12.0 million lower than that anticipated in the fiscal 2017 budget.

The fiscal 2018 budget projects total growth in rebates to be 47.8% over the fiscal 2017 working
assumption. Using the DLS 2017 estimate, growth moderates somewhat but still represents an annual
29.3% growth rate. The DLS projection is somewhat lower, 10.2% growth over the 2017 estimate.

Projecting rebates is complicated by the mix of drugs being prescribed, the rebate available on
each drug (which can vary from month to month), as well as the timing of the rebates (which can vary
from month to month). Applying a simple percentage of total pharmacy costs is difficult. A review of
pharmacy expenditures versus rebates reveals a 12.9 percentage point difference between fiscal 2014
(at an estimated 40.7% of total cost) and 2016 (53.6%). For example, rebate levels in fiscal 2015 and
2016 were driven by rebates on new Hepatitis C drugs, and interestingly, spending on Hepatitis C drugs
is slowing in fiscal 2017.

Based on data through the first six months of fiscal 2017, DLS is projecting rebates of
$629.0 million in fiscal 2018, $110.0 million lower than projected in the budget. In general fund terms,
DLS expects growth in general fund rebates over fiscal 2016 and 2017 to $196.3 million in fiscal 2018.
However, this is $42.0 million less in rebates in fiscal 2018 than included in the budget.
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Exhibit 21

Medicaid Pharmacy Rebates
Fiscal 2013-2018 Allowance
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Source: Department of Health and Mental Hygiene; Department of Legislative Services

Budget Adequacy

As shown in Exhibit 22, based on the review of the most recent enrollment and expenditure
data, DLS is projecting significant shortfalls in the Medicaid budget in both fiscal 2017 and 2018. As
noted in the exhibit, the shortfall in fiscal 2017 assumes that the $10 million in proposed

Analysis of the FY 2018 Maryland Executive Budget, 2017
39



MO00Q01 — DHMH — Medical Care Programs Administration

Uncompensated Care Fund support is not available as proposed earlier. The major drivers of this
assessment are the trend in inpatient spending (after adjustment for the data issues noted above) and
the expectation of pharmacy rebates. Other different budget assumptions have a marginal impact. The
most significant areas where DLS believes the budget is overfunded include Hepatitis C expenditures,
with the most recent spending levels falling sharply over the prior fiscal year.

Exhibit 22

Medicaid and MCHP General Fund Surpluses/Deficits
Fiscal 2017 and 2018

($ Million)

2017 2018
Medicaid Key Drivers:
Hepatitis C Drug Expenditures $19.6 $9.1
Estimate of Special Fund Availability 7.8 4.6
Other Changes 2.6 18.8
Pharmacy Rebates -12.0 -42.0
Fee-for-service Inpatient Costs -76.6 -92.3
Medicaid -$58.6 -$101.8
Maryland Children’s Health Program 2.9 1.2
Total -$55.7 -$100.6

Note: Fiscal 2017 assumes $10 million in Uncompensated Care Fund support provided in the fiscal 2017 deficiency is not
available.

Source: Department of Legislative Services

It should be noted that this assessment is before consideration of any mid-year adjustments to
calendar 2017 MCO rates or the implementation of calendar 2018 MCO rates.
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Issues

1. Funding Medicaid Will Continue to Be a Significant Challenge Moving
Forward. Potential Changes at the Federal Level Simply Add to That
Challenge

With Medicaid now providing over one-in-five Marylanders with their health care, funding the
program has become an increasing challenge. Just to maintain current levels of coverage under the
ACA for example, costs the State an additional $84.1 million in fiscal 2018 in the somatic and
behavioral health programs. With the State share of costs for the ACA expansion population scheduled
to grow to 6.5% in fiscal 2019, 8.5% in fiscal 2020, and 10.0% in fiscal 2021 and beyond, the demand
on the General Fund to support the Medicaid program will remain strong.

Exhibit 23 shows the projected impact of Medicaid (somatic and behavioral health) as a
percentage of the out-year general fund budget and also in terms of percent of projected new general
fund revenues that will be needed to support the program.

As shown in the exhibit, Medicaid is anticipated to grow from just below 20.0% of the total
general fund budget in fiscal 2018 to 23.4% in fiscal 2022. Additionally, the current requirement to
increase the State share of the costs of the ACA expansion population, as well as the ending of the
enhanced match on MCHP in fiscal 2020 results in Medicaid consuming over 50.0% of projected new
general fund revenues in fiscal 2019, almost 60.0% in fiscal 2020, and over 50.0% in fiscal 2021. Even
when the current federal matching requirements remain unchanged in fiscal 2022, Medicaid is still
projected to consume 40.0% of all new general fund revenues.
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Funding of Medicaid through the ACA

The ACA provided incentives to states to grow and improve their Medicaid programs through
such things as enhanced matches on population groups (such as the expansion population, MCHP, and
CFC population) and information technology (IT) upgrades, as well as expanding the ability to claim
drug rebates that lower overall program costs. As shown in Exhibit 24, the fiscal 2018 budget is
supported by over $1.4 billion in funding derived from the ACA, and over $7.7 billion in support is
anticipated in the current five-year forecast.
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Exhibit 24
Anticipated Funding Support from the ACA
Fiscal 2018-2022
($ in Millions)
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The largest amount of funding received by the State from the ACA is to support the ACA
expansion population. As noted above, the fiscal 2018 budget is expected to serve over
300,000 individuals under this expansion. While the largest number of ACA expansion enrollees have
come from the major population centers (Baltimore City and Baltimore, Montgomery, and
Prince George’s counties), the highest rates of enrollment have been in Baltimore City and the lower
Eastern Shore (see Exhibit 25).
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Exhibit 25

Affordable Care Act Expansion Population Enrollment Rates by County
As of December 2016
(Enrollment Per 1,000 Population)
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Uncertainty at the Federal Level

At the time of writing, the ACA remains in place, but there has been significant speculation
about the potential repeal and subsequent replacement of the ACA. As noted above, any change to the
ACA that impacts funding received by the State and/or coverage and benefit levels could result in the
State having to make some difficult budgetary and policy decisions. In letters to congressional leaders,
among other things, the Governor recently reiterated the contribution that ACA Medicaid expansion
has made in reducing the State’s uninsured rate while being careful to avoid direct comment on any
specific legislative proposals currently being discussed. Given the lack of specificity currently
available about changes to the ACA, that is unsurprising.

One of the recurring themes in recent months has been the potential block granting of the
Medicaid program. Converting Medicaid to block grants is not a new idea. It was proposed by
President Ronald W. Reagan in 1981, for example, but was rejected by Congress. Similarly, in 1995,
a block grant proposal was passed by Congress but vetoed by President William J. Clinton. In general,

Analysis of the FY 2018 Maryland Executive Budget, 2017
44



MO00Q01 — DHMH — Medical Care Programs Administration

block grants offer states the benefit of additional flexibility in developing their programs, allowing
them to tailor programs to specific state needs and priorities, while establishing certain caps on the
funding to be provided by the federal government that result in significant out-year savings to the
federal government.

There are multiple options for the development of block grants:

] Block Grants with Indexing and a Maintenance of Effort Requirement: This kind of block
grant is not sensitive to enrollment, and the details on what index would be used for out-year
growth is crucial.

] Capped Per Capita Allocations with Indexing: This kind of block grant is responsive to
caseload changes, while still leaving open for concern the index mechanism.

° Capped Allotment: This option would limit the federal contribution to Medicaid similarly to
the way the federal contribution to MCHP is capped. Funding over the cap would be the State’s
responsibility. The key to this proposal is how the cap is set and grows.

] Shared Savings Based on Per Enrollee Spending Targets: In this proposal, states that spend
less than the target would share in savings. Conversely, if they spend more they pay a higher
share of costs. This would provide an incentive to states to reduce program costs. However,
again the concern would be how targets are set.

One of the concerns that has been raised in various legislative hearings during the 2017 session
is what happens if changes to the Medicaid program at the federal level have to be implemented when
the legislature is out of session. Section 2-202 of the State Finance and Procurement Article provides
the Legislative Policy Committee (LPC) with some oversight of any federal grant-in-aid program that
consolidates funding for one or more programs and is designated by Congress as a block grant.

However, given the lack of clarity on what any Medicaid reform proposal might involve
and also how it is designated by Congress, DLS recommends adding language to the BRFA of
2017:

° expanding the existing language on block grants to include any change in the financing of
a program that includes any kind of capped allocations or specific spending targets; and

] adding an uncodified section for a period of two years that requires LPC review of
program changes that make it harder to qualify for benefits, expanding beneficiary cost
sharing, or imposing new limitations on benefits except for changes to provider networks
and the preferred drug list.
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Program Reforms Are Necessary Regardless of the Future

While adapting to future changes in the ACA will become the most pressing demand on
Medicaid if, and when, details on any changes at the federal level emerge, the demands Medicaid will
make on the General Fund under existing law are significant enough. In addition to changes being
made at a wider level that may benefit the program, for example through the all-payer model contract,
the Medicaid program is already moving forward with potential programmatic reforms that could work
to control costs while improving care and is looking to do more. Examples of these efforts include:

] The implementation of a Duals Accountable Care Organization. As is discussed in Issue 4,
Medicaid spent calendar 2016 working on a proposal to improve management of the care of
individuals who are dually eligible for Medicaid and Medicare.

] As part of the terms and conditions for the State’s recent HealthChoice waiver renewal, the
Centers for Medicare and Medicaid (CMS) is requiring the department to examine its behavioral
health integration strategy and to commit to an improved approach by January 1, 2018, with the
goal of implementation by January 1, 2019 (see Update 6 for a further discussion on the impact
of the substance use disorder carve-out on the HealthChoice program).

° The recent HealthChoice waiver renewal contains initiatives that could result in better
management of care (see Issue 3 for more details).

° As noted above, the fiscal 2017 deficiency and the fiscal 2018 budget include a combined
$1.5 million for a review of the MCO rate-setting and contracting process.

The proposed rate-setting review is interesting in that budget documents have presented this as
studying a competitive bidding process for managed care. Historically, managed care has developed
in two broad ways: the State setting the capitated rate from within a range with qualified MCOs eligible
to participate at that rate (the Maryland system); or competitive bidding in which the State sets the
range (which may or may not be fully shared) and the managed care entities bid for coverage with the
bid rate having to fall within the range. There are advantages and disadvantages to each type of system.
However, it should be noted that with the exception of calendar 2016 when the State started at the
bottom of the range but ended much higher, the State has been the bottom of the rate range for the
traditional Medicaid program in recent years. In other words, the State has ultimately paid the lowest
actuarially sound rate except for the ACA expansion population (for which it has relatively little or no
State support requirement).

Additionally, Maryland’s unique all-payer system means that approximately one-half of all
managed care costs are rate-regulated and not subject to individual negotiation.

Nonetheless, Medicaid indicates that other aspects of the rate-setting process could be reviewed.
DLS would also note that within the managed care payment system there are many individual State
innovations and adaptations that may prove useful to Maryland without the need to necessarily switch
to a completely different form of managed care arrangement. In the light of recent rate volatility and
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plan financial performance, this kind of review could be useful. However, as noted earlier, Maryland’s
MCOs appear to have relatively better outcomes than their counterparts nationally, and that is
something that should be built on.

DLS recommends that the cost of a review of MCO rate-setting and contracting be limited
to $750,000, encompass a wider review of potential improvements to HealthChoice and not be
limited to competitive bidding. DLS also recommends that DHMH report on the findings of the
study. Additionally, DLS recommends that the fiscal 2018 funding be applied to offset projected
deficits in the base program.

DLS also recommends adopting committee narrative requesting a report on any changes
to be submitted to CMS regarding the department’s behavioral health integration strategy.

2. Medicaid Inpatient Admissions, Emergency Department Visits, and
Readmissions

In recent years, there has been increasing focus on hospital utilization, not least because of the
State’s unique hospital all-payer system and the efforts taken to preserve that system. With the growth
in Medicaid generally since the beginning of the last recession added to growth from the expansion of
Medicaid allowed under the ACA, Medicaid enrollees have also become larger users of inpatient care
and ED. It is important to note that even after expansion, in comparison to Medicare and commercial
payers, Medicaid remains the smallest relative payer in terms of admissions (25.5% of total admissions
in calendar 2016 year to date through October). While it accounts for the largest share of ED visits
(39.2% of total ED visits), this share has not grown substantially even after expansion. Nonetheless, a
review of recent trends in inpatient admissions, ED visits, and readmissions reveals interesting results
and perhaps should be something used more to measure performance in the Medicaid program.

Readmission Rates

In addition to other inpatient trends, one of the key measure that the State is being held to under
the All-payer Model Contract is reducing readmission rates for Medicare enrollees. It is widely noted
that readmission rates for Medicare enrollees have declined in recent years. As shown in Exhibit 26,
case-mix adjusted readmission rates have fallen for all payers, collectively and for each group. While
Medicaid readmission rates remain higher than either Medicare or commercial payers, they have
actually experienced the highest rate of decline between calendar 2012 and 2016 year to date, 16.3%
compared to 7.6% for commercial payers and 8.6% for Medicare. Of course, as is also shown in the
exhibit, the Medicaid readmission rate also had more room to fall.
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Exhibit 26

Hospital Case-mix Adjusted Readmission Rates by Payer
Calendar 2012-2016 YTD
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Interestingly, as shown in Exhibit 27 that compares Medicaid FFS with MCO readmission
rates, MCO readmission rates were lower than FFS rates in calendar 2012 and 2013, but that changed
in calendar 2014 and has remained higher than FFS readmission rates since then. One explanation
relates to the new ACA expansion population. While expansion patients had similar utilization patterns
to the rest of the Medicaid population, the charge per case was significantly higher, indicating perhaps
more complex procedures.

Analysis of the FY 2018 Maryland Executive Budget, 2017
48



MO00Q01 — DHMH — Medical Care Programs Administration

Exhibit 27

Medicaid Hospital Case-mix Adjusted Readmission Rates by Payer
Calendar 2012-2016 YTD
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Inpatient Admissions and Emergency Department Visits

Medicaid has traditionally had the smallest relative share of inpatient admissions relative to
Medicare and commercial payers, while generally comparable to commercial payers in terms of ED
visits. As would be expected with the growth in the Medicaid program in calendar 2014, the relative
share of inpatient admissions, and ED visits (both those which result in subsequent admission and
outpatient only) paid for by Medicaid increased between calendar 2013 and 2014 (2.9 percentage points
and 3.5 percentage points respectively). Although Medicaid is still the lowest utilizer of inpatient care,
it is now the highest user of ED services. However, since 2014, the relative share of inpatient
admissions visits between Medicare, Medicaid, and commercial payers has been quite consistent while
the Medicaid share of ED visits has actually fallen slightly.
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The percentage of Medicaid ED visits by MCO enrollees versus FFS enrollees has fallen
slightly, from 89.0% of all ED visits in calendar 2013 to 87.2% in calendar 2016 year to date despite
the significant growth in MCO enrollment. However, it is important to note that while more Medicaid
enrollees are using inpatient care and ED facilities both in terms of absolute numbers and as a greater
share of admissions, the rate of admissions and ED visits has fallen (see Exhibit 28).

Exhibit 28

Medicaid Hospital Admissions and Emergency Department Visits
Calendar 2013-2015
(Rate Per 10,000 Enrollees)
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MCO Performance Measures and Hospital Utilization

Medicaid currently collects data on two HEDIS measures for MCOs that relate to inpatient
utilization, specifically the extent to which MCO enrollees receive inpatient hospital treatment because
of pregnancy or childbirth, for surgery or for nonsurgical medical treatment as measured by the number
of discharges per 1,000 member months, and also on average length of stay. Given Maryland’s specific
emphasis on readmissions under the All-payer Model Contract and the relatively high level of
readmissions still experienced for MCOs as a group, it might be interesting to develop a
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Maryland-specific performance measure related to readmissions or preventable avoidable utilization (a
measure being refined by HSCRC).

Another area of potential performance measurement development might be around ED visits.
As noted above, while per capita utilization of EDs has fallen, there is some interesting variation in
inpatient admissions and ED utilization between the various MCOs.

Exhibit 29 details the rate of inpatient admissions for the six MCOs that were in the
HealthChoice program for each of calendar 2013 through 2015. While the raw data does not perfectly
match up to that shown above for Medicaid MCOs as a whole, as shown in the exhibit:

° even with expanded enrollment, all of the MCOs saw a consistent decline in the rate of inpatient
admissions between calendar 2013 and 2015;

] MCOs have very different rates of inpatient utilization. Jai Medical Systems, for example, has
much higher rates than any other MCO. This might seem odd given that Jai Medical Systems
performs so well on so many of the VBP and HEDIS measures, including those which
emphasize preventative care. However, it must be noted that the data presented in Exhibit 29
IS not case-mix adjusted and Jai Medical Systems tends to serve a sicker population including
a larger number of ACA expansion enrollees who tend to have a high rate of substance use and
co-occurring illness.

Exhibit 29

Medicaid MCO Hospital Admissions
Calendar 2013-2015

Admissions Per 10,000 Enrollees

2013 2014 2015
AmeriGroup 908.6 887.6 801.0
Jai Medical Systems 1,665.6 1,446.5 1,408.2
Maryland Physicians Care 1,123.7 1,006.0 1,012.7
MedStar Family Choice 1,084.5 863.9 881.8
Priority Partners 1,107.0 1,035.5 1,029.6
UnitedHealthcare 1,124.1 989.9 863.4
Total 1,064.3 958.6 887.7

MCO: managed care organization
Note: MCOs selected are only those operating throughout the time period.

Source: Health Services Cost Review Commission; Hilltop Institute; Department of Legislative Services
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Interestingly, NCQA has announced three new HEDIS measures for 2016 that speak to
performance in this area:

] risk adjusted inpatient hospital utilization, reporting observed acute medical and surgical
discharges against predicted probability of inpatient discharges;

° risk adjusted ED utilization, again reporting observed utilization against predicted probability
of ED visits; and

] hospitalization for potentially preventable complications.

The Medicaid program should speak to the possibility of adding additional performance
measures to the VBP that align to performance measures used in the All-payer Model Contract.

3. HealthChoice Section 1115 Waiver Renewal

In July 2016, Medicaid submitted its waiver renewal application for its HealthChoice waiver.
This most recent waiver application represents the sixth renewal of the waiver since it was originally
implemented in July 2007. In December 2016, Medicaid received approval of its waiver application,
although not for all of the elements proposed by DHMH at least at this point. Unusually, CMS gave
the State a five-year extension to 2021 instead of the traditional three-year extension.

In addition to its existing terms and conditions, the most recent waiver renewal included
program expansions summarized in Exhibit 30. The program expansions that require additional State
funding are included in the fiscal 2018 allowance at the levels indicated in the exhibit.
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Exhibit 30

HealthChoice Waiver Renewal Program Expansions

Calendar 2017-2021

Program Expansion Services Provided Effective Date
Residential Treatment Medically monitored July 1, 2017 except
for Individuals with intensive inpatient, I11.1 (clinically
SUD (ASAM level 111.7D, managed
L7, 15, HL3, 1H1.1). low-intensity)
Two stays of up to July 1, 2019
30 days per year

Evidence-based Home Services aligned with one  July 1, 2017
Visiting for High-risk  of two evidence-based
Pregnant Women and  home visiting programs:
Childrenup to Age 2 Nurse Family Partnership

Pilot or Healthy Families
America
Dental Expansion to All EPSDT dental January 1, 2017
Former Foster Care benefits extended up to
Individuals age 26
Increased Community The number of January 1, 2017
Services Expansion individuals of certain

incomes that can be
offered home- and
community-based
services if cost effective
is increased from 30 to
100

ASAM: American Society of Addiction Medicine
EPSDT: Early and Periodic Screening, Diagnostic, and Treatment
SUD: substance abuse disorder

Source: Department of Health and Mental Hygiene

Funding Level Provided in
Fiscal 2018 Allowance

No specific funding
included. The waiver
provision will allow the
State to leverage funding
already in the budget.

No funding included.
However, this pilot requires
local matching funding that
can be appropriated by
budget amendment when the
program recipients are
known.

Assumed in total funding for
dental care.

No additional funding
included, as it is assumed
that by serving more
individuals through home-
and community-based
services rather than in
nursing facilities, overall
program costs are lowered.

. Residential Treatment for Individuals with Substance Abuse Disorder:

One of the key

limitations of treatment for substance abuse disorder (SUD) in Maryland and nationwide is the
lack of available treatment, and in particular, treatment in residential settings. This problem is
exacerbated by the federal exclusion for matching funds in Institutions for Mental Diseases
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(IMD) that prohibits the use of federal monies through Medicaid for any care (including
nonmental health services) provided to patients from 21 to 65 years old in mental health or
substance abuse residential treatment facilities with more than 16 beds. The State has
previously had a waiver to allow for federal matching funds. Also, between fiscal 2013 and
2016, the State benefited from $20.0 million in federal IMD demonstration grant funding (used
primarily to support mental health treatment in private psychiatric hospitals such as Sheppard
Pratt). However, the lack of the federal match for treatment in this setting has prevented the
State from offering as comprehensive a continuum of care for SUD treatment as is considered
optimal.

The State submitted a waiver amendment in 2015 to allow for IMD coverage of both mental
health and SUD diagnosis. However, that request was denied and is modified here to focus
only on SUD.

° Evidence-based Home Visiting for High-risk Pregnant Women and Children Up to Age 2:
This pilot would be implemented as a grant to a local health department or consortium funded
at $5.8 million total funds over the expanded 4.5-year demonstration period. Matching funds
would come from the local jurisdiction. Services would be targeted to high-risk Medicaid
beneficiaries who meet the target population for the two programs — first-time mothers in the
Nurse Family Partnership, women with previous poor birth outcomes or a high-risk medical
condition, or women with an elevated risk for a poor birth outcome with low risks and/or
psychosocial risk factors in Health Families America.

] Dental Expansion to Former Foster Care Individuals: Extending current Early and Periodic
Screening, Diagnostic, and Treatment (EPSDT) dental benefits to former foster care children
up to the age of 26 from the current limit of 21.

° Increased Community Services Expansion: This existing program allows individuals
currently in nursing facilities for at least three months to move to home- and community-based
services even with incomes up to 300% of SSI as well as allowing individuals in home- and
community-based services to transition to the program directly if their income exceeds the
300% limit by no more than 5%. The expansion will allow more individuals to enter/remain in
home- and community-based settings.

As shown in Exhibit 31, CMS did not approve all the proposals requested by Medicaid in its
waiver application, although with the exception of the housing support pilot this was for technical rather
than policy reasons. Medicaid is actively applying for a State Plan amendment to implement the
presumptive eligibility program for individuals leaving jail and prison, did not need approval to limit
observation stays, and while CMS likes the concept of the housing support pilot, Medicaid needs to
provide additional details.
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Program Expansion

Transitions for Criminal
Justice Involved
Individuals

Limited Housing
Support Services
Pilot

Limit Payment on
Observation Stays

Exhibit 31
HealthChoice Waiver Program Expansions Requested by Medicaid but
Not Approved by CMS

Services Provided

Presumptive eligibility
for Medicaid
individuals leaving jail
and prison.

One presumptive
eligibility period for all
other individuals
leaving jail and prison
limited to one per
pregnancy for pregnant
women and one per
12-month period for
other individuals

Tenancy-based Care
Management Services
such as housing search
and assistance and
eviction prevention and
Housing Case
Management Services
such as financial
counseling

Limit Medicaid
payment for
observation stays
greater than 48 hours

CMS Comment

No waiver required.
State Plan amendment
can be submitted.
Medicaid is currently
developing that
amendment

Medicaid required to
provide CMS with
additional detail

No waiver required

Funding Level
Provided in the Fiscal
2018 Allowance

$3.0 million total funds
($1.5 million general
funds, $1.5 million
federal funds).

No funding included.
However, this pilot
requires local matching
funding that can be
appropriated by budget
amendment if the pilot
is approved and when
the program recipients
are known.

This provision
generates savings and
the savings were
considered as part of
the MCO rate-setting
process.

CMS: Center for Medicare and Medicaid Services
MCO: managed care organization

Source: Department of Health and Mental Hygiene; Center for Medicare and Medicaid Services
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The proposed program expansion to provide presumptive eligibility for criminal justice
involved individuals will involve Medicaid working with the Department of Public Safety and
Correctional Services (DPSCS), local health departments, and other partners to certify prison and jail
staff as Presumptive Eligibility Determiners. Staff will be encouraged to do full Medicaid enrollment
through the Maryland Health Connection, but if they are unable to complete that process, for example,
because of outstanding verification issues, presumptive eligibility applications can be completed as part
of the discharge planning process. The program would use the existing Hospital Presumptive Eligibility
(HPE) platform as not only is this platform established, but Medicaid believes it is simple and effective
since it is based on consumer self-attestation. Eligibility under the program would be similar to the
existing HPE program.

This initiative is part of a wider effort on the part of the department to connect individuals
leaving prison with Medicaid. Specifically, Medicaid is working to strengthen linkages with DPSCS,
improve enrollment and care coordination strategies at the beginning and end of an individual’s
involvement with the criminal justice system, and generally adopt best practices. Given that most
individuals leaving prison can be expected to be eligible for Medicaid, improving these connections
should improve coverage for this population.

DLS recommends the adoption of committee narrative to measure progress in the
department’s efforts to improve the connection to health care coverage of individuals
transitioning from the criminal justice system.

4, Dual-eligible Beneficiaries

Background

Dual-eligible beneficiaries qualify for both Medicare and Medicaid services. Most dual
eligibles (64% in calendar 2012) qualify for the full range of Medicaid benefits, which often include
services that are not covered by Medicare (for example, long-term care), while the remainder do not
qualify for the full range of Medicaid benefits but receive assistance with Medicare premiums and cost
sharing. There are numerous eligibility paths to becoming a dual-eligible beneficiary. The most
common, applicable to 70% of beneficiaries, is being enrolled in Medicare and “spending down”
(incurring significant medical expenses) to reduce income and assets to become eligible for Medicaid.
About 27% of dual eligibles are enrolled in Medicaid as a result of a disability and qualify for Medicare
after a waiting pe